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4.19 payments for Medical and Remedial Care and Services 

Methods and Standards for Determining payment Rates for Intermediate Care Facilities for the 
Mentally Retarded 

FindingReportingI. Cost and 

All Intermediate Care Facilities for the Mentally Retarded (ICF/MRs) certified to 
participate in the program are requiredto maintain cost data and submit cost reports 
according to the methods and procedures prescribedby the State agency. 

A. Chart of Accounts 

Themandated chart of AccountsforICF/MRsmust be used by all 
participating facilities to maintain facility cost data for cost reporting and 
auditing purposes. 

B. FinancialandStatisticalReport 

Facility costs for ICF/MRs mustbe reported on the Financial and Statistical 
Report for ICF/MRs. The reports must be completed in accordance with 
generallyacceptedaccountingprinciplesandtheaccrualmethod of 
accounting andmust be complete and accurate. Incomplete reportsor reports 
containing inconsistent datawillbe returned to the facility for correction. 

C. Cost ReportingPeriods 

All participating ICF/MR facilitycosts are to be reported semi-annually. The 
semi-annual reporting periods are Januarylstthrough June30" and July 1" 
throughDecember 3 1St. M e r  December3 1, 2001 facilitycost will be 
reported on an annual basis. The annual reporting period will be July la 
through June 30th. 

D.FilingPeriods 

Cost reportsmust be filed with the within sixtyState agency and postmarked 
(60) days following the endof the reporting period. 
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An extension of time for filing cost reports may be granted by the State 

agency for extenuatingcircumstances,whererequestedjustified by the 

facility in writing. before the closing date. Requests for an extension of the 

filing periodare to be addressed in writing to: 


Director, Financial Analysis& Rate Setting Division 

Bureau for Medical Services 

Department of Health and Human Resources 

350Capital Street, Room251 

Charleston, West Virginia 25301-3706 


E.Penalty - delinquent reporting 

Failure to submit cost reports within the 60 day filingperiodwhereno 
extension hasbeen grantedto the facility,or within the time constraintsof an 
extension, willresult in a ten percent(10%) reduction in reimbursement to 
that facility. The penalty will be assessed for each day that the cost reportis 
delinquent, and will be assessed on payments for services delivered on the 
day(s) the reportis late. 

Incomplete cost reports returned to the facility for correction which are not 
promptly completed and resubmitted within specified time constraints,may be 
subjected to these penalty provisions. Facilities submitting cost reports after 
the beginningof the rate period (defined later)will receive arate effective the 
month following the month the cost report was received. 

F. Correction of Errors 

Errors in cost report data identified by the facility may be corrected. The 

corrected cost report data must be received within thirty (30) days after 

original rate notificationin order to be accepted. However changes to peer 

group (defined later) reimbursement rateswillonly be adjusted if there are 

pervasive multiple facility errors in the cost data submitted. The Department 

will makerevisionsresultantfiomcomputational errors in therate 

determination process at any time, includingat the completion of an audit 

review. 
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G. NewFacilities - projectedRates 

A projected rate will be establishedfornewICF/MRfacilities with no 
previous operating experience. A change sameownershipof location with the 
does notconstituteanewfacility.Theprojectedrate wiU be thebase 
reimbursement rates established for the peer groupin which the new facility 
falls, adjusted for ICAP acuity consideration and capital cost. Each such 
facility on a projected rate must submit the mandated cost report during the 
projected rate period. 

H.Change of Ownership - projectedRates 

A projectedrate will be establishedwherethere has beenachange of 
ownership and controlof the operating entity and the new owners have no 
previous management experience in the facility. However, the only portion 
of the old operating entity’s rate that wiU be changed &om the facilities 
current peer group would be the capital reimbursement portion. 

Where therehas been a changeof ownership, the old operating entity must 
submit a closing cost reportdue 60 days after the effective of ownership 
change. The new operating entity must submit the mandated cost report 
beginning with thedate new ownership occurred and ending with the normal 
cost reporting cycle. 

I. 	 Change in BedSize 

Any ICF/MR facilitychanging bed sizewillreceive a new reimbursement rate 
based on the facilities new peer baserate, adjusted for ICAP acuity and 
capital cost. The facilitymust submit a closingcost report 60 days after the 
effective dateof the bed change. The facility must then submit a new cost 
report beginning with the date the bed change occurred ending with the 
normal cost reporting cycle. 

J. Maintenance of Records 

Financial and statistical records mustbe maintained by thefacility to support 
and verifl the information submittedon cost reports. Such records mustbe 
maintained for aminimumof five (5) years fkom thedate of the report,and 
wiU be furnished upon requestto the Departmentor Federal offici+., 
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The State agency wiU maintain cost reports for aminimum of five (5) years 
fiom date of receipt. 

11. Allowable Costs / RateDetermination 

Reimbursement for ICF/MR services is limited to those costs required to provide 
active treatmentto people with mental retardation and related conditions. Theseare 
facility operating costs, client direct service costs,costs for the physical setting. 

Reported allowablecosts are grouped into of the following cost centers utilizing 
the Medicaid ChartAccounts - ICFMR cost centersare Direct CareNursing Staff, 
Medicaland Other, Day Programming/Supportive Employment, Room and Board and 
Administration. A cost upper limitis developed in the aggregateby peer group for 
eachcostcenter service, which becomes the maximum allowable base cost for 
reimbursement purposes. Thereare three facility peer groups:1-7 beds, 8 beds, and 
8+ beds. Allowable costs are determined by the following methodologies: 

1. Centers 

A. 	 Direct Carenursing Staff- Direct CareNursing Staffreimbursement 
areas are direct carestaff, staffsupervisor, RN,LPN, Q", and a 
benefits and taxes adjustment. 

The direct carestaff,supervisor,RN,LPN andQMRP reimbursement 
is calculatedby multiplying pre-determinedstaffinghours by standard 
wages rates. The pre-determined staffinghours are derived fiom 
various National Statehistoricstaffingsurveys. Thestaffinghours 
used for reimbursement purposes on the facilitywillbe different based 
peer group and the acuity level are four possibleof each client. There 
acuity levels of reimbursement for each peer group. The standard 
wage ratesarebasedon the submitted cost reports. StateAgency 
may elect to update the wage rate standardsbased on periodic 
inflation factorsor the most recently submitted cost reports. Each 
component is individually arrayed within their peer groups and a 
standard wage rateis calculatedat anaverage percentile. Each facility 
within a peer groupwill be reimbursed at the peergroup wage rate 
standard. 
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The benefits and taxes percentageofthereimbursement ratewillapply 
to allfacilities regardlessof peergroup. All benefits and taxes (except 
administration and maintenance) forall providers willbe combined . .and comparedto allsalaries (exceptadmmstmtion and maintenance) 
for allproviders, andan average percent benefitsto salaries will be 
derived.Thestandardbenefitspercentage will come fiom the 
submitted cost reports. The State Agency may elect to update the 
percentage standard basedon periodic inflation factors or the most 
recently submitted costreports. 

B. Medical and Other - Medicaland other costs are Activities,Nursing 
Restorative, Records, andSupplies, Medical Transportation 


ProfessionalServices(excludingsalariesandbenefits,which are 

includedin the DirectCareNursingStaffcostcenter). Cost standards 

for these services
arecomputedfiomthe currentcost report submitted 
by the facilities Each ofthe Medical and Other componentscostsare 
individually arrayed within their perspective peer groups and a cost 
standard per diemis calculatedat an average percentile. Eachof the 
individual peer group per diem cost standardsare added togetherto 
arrive at the total Medical and Other cost standard. Each facility 
withinapeergroup will bereimbursedat the peergroupcost 
standard. 

C. 	 Day Programmingsupportive Employment - Coststandards are 
computed fiom the current cost report submitted by the facilities. 
Within each peer group, the costsof the facilities are arrayed and a 
cost standard per diemis calculated at an average percentile. Each 
facility within a peer groupwillbe reimbursedat the peergroup cost 
standard. 

Room Board - Room Board costs are LaundryD. and and and 
Housekeeping, Dietary and Utilities (excluding salaries and benefits, 
which areincludedin the DirectCareNursingStaffcostcenter). Cost 
standards for these servicesarecomputed fiom the current cost report 
submittedby the facilities Each of the Room and Board component 

within their perspective peercostsare individually arrayed groupsand 
a cost standard per diemis calculated at an average percentile. 
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Each of the individual peer group per diem cost standardsare added 
together to arrive at the total Room and Boardcost standard. Each 
facility within a peer groupwillbe reimbursed at the peer group cost 
standard. 

E. Administration - Administrationis comprised of all administration and 
maintenance costs, including salaries and benefits (excluding provider 
tax). A cost standard for thisservice is computed from the current 
cost report submitted by the facilities. All facilities administration 
costs are arrayed, regardless of peer group, and a cost standard 
average percentageis calculated. Each facilitywillbe reimbursed at 
the calculated cost standard percentage. The average percentage is 
then multiplied bytotal facilitycost less providertax and SAV capital, 
to arrive at the calculated administrative per diem reimbursement. 

2. 	 Cost ofcapital 

Reimbursement for cost capitalis determined usingan appraisal techniqueto 
establishaStandardAppraisedValue(SAV). This valueincludesthe 
necessary real property, and equipment associated with the actualuse of the 
property as a long-term care facility. The Standard Appraised Value (SAV) 
uses the cost approach to value modified facilities by the Model Facility 
Standard, where appropriate.This valuation is the basis for capitalizationto 
determine a per client day costof capital. This allowance replaces leases, 
rental agreements, depreciation, mortage interest, and returnon equity in the 
traditional approachto capital cost allowance. 

A. CostApproach to Value 

The valueof a propertyis derived by estimating the replacementor 
reproduction cost of the improvements, deducting therefrom the 
estimated accrued depreciation, and addingthe market valueof the 
land (actually usedor required foruse as if vacant and available for 
developmentof suchuse). Established sourcesofcost information are 
used to supplycoststo reproduce the structure. Construction indexes 
used are Marshall Valuation Services and Boeckle Building Valuation 
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Accrueddepreciation 

Accrued depreciation in a cost approachis the difference between the 
value of a buildingor other improvements at a certain date and its cost 
of reproduction as of the same date. The method used to measure 
accrueddepreciation is known as the“breakdown”methodthat 
involves an analysis of loss in valuefiom thefollowing sources: 

(1) Physicaldeterioration;curableandincurable. 
(2) Functionalobsolescence;curableandincurable. 
(3) Economicobsolescence. 

The facility appraisal method modifies the property value by deducting 

accrued depreciation. Those facilities meeting the appraisal criteria 

will receivetheirmaximumstandardappraisalvalue;thosenot 

meeting a standard willhave their plan valuation reduced by the 

amount reflectedin physical and functional depreciation.
This includes 
both physical depreciation, curable and incurable,aswell asfunctional 
obsolescence,curableandincurable.Thesummation of each 
component ofthe process resultsin a final Standard Appraised Value. 
This value will them be treatedas a costof providing patient care. 

Model StandardFacility 

The Model Facility Standardis a compositeofcurrent regulations and 
criteriaderived&omseveralsourcesthatinclude“Minimum 
Requirements of ConstructionandEquipmentforHospitalsand 
Medical Facilities”-HHS Publication No. ( H R S )  81-14500 and West 
Virginia Rules and Regulations for Licensing of Nursing Homes, 
where appropriate. 

These criteriaform a living documentdrawn fiom Federal and State 
regulations and guidelines,aswell as fiom accepted industry practice. 
They will be updatedperiodically to reflectchangesthatfoster 
improvedpatientcare or costeffectivemeasuresthatdonot 
compromise patient care. 
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D. appraisal Technique 

A complete appraisal of each new facility will be performed after 
certification and approval for Medicaid program participationby a 
qualified appraisal�innunder contract with the Department. Updates 
of the initial appraisalwillbe performed annually priorto the October 
rate setting period. Updatesmay beperformed at anytime during the 
annualperiod when there have been major changesto the bed size of 
the facility and such changes would affectSAV for rate purposes. 

A copy of the facility appraisal reportis fUrnished to the facility for its 
records. 

3. 	 ProviderTaxes 

Provider tax expense stands alone for reimbursement purposes.A facility’s 
actual provider tax is not used to determine any portion of the facility’s 
reimbursement rate. An amount of 5.82% of the total of all facility costs, 
including capital,is used asthe reimbursement for each facility’s provider tax. 

4. compensation 

Compensation,to be allowable, mustbe reasonable and determinedto be for 
services that are necessary and relatedto patient care, and pertinent to the 
operation of the facility. The servicesmust actuallybe performed and paid in 
full lessanywithholdingrequired bylaw. Thehoursworkedand 
compensation must be documented and reportedto all appropriate State and 
Federalauthoritiesforincometax,SocialSecurity,andunemployment 
compensation purposes. 

Reasonable means that the compensationmust be comparable for the same 
servicesprovided by facilitiesinthe ICF/MR class. I f  theservicesare 

111time, the compensationprovided less than must reflect this fact.Full time 
is considered approximately2,080 hours per year workedin patient related 
duties. 

Compensation must include the total benefit paid forthe services rendered; 
i.e., fees, salaries, wages, payroll taxes, f i g e  benefits, andother increments 
paid to or for the benefit of those providing the services. , 
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5. programDirectors 

Compensation for directors who do not full time willbe proportionate 
tothetotalnumber of hoursworked. This includespersonswhohold 
administrative positions in more than onehility,as well as those who hold 
various other positionsin the sameor alternate facility. 

Owners6. 

Administratorowners will be compensatedforadministrativeduties 
performed. Where the costs ofadministrativeservicesare allowed, additional 
services performed by the administratorandor owner are considered rendered 
primarily to protect their investment and are not allowable. 

Compensationwillnot be allowed for owners, operators, or their relatives . .who claim to provide some adrmtllstrative functions requiredto operate the 
facilitywherethefacility has afull-timeadministrator andor assistant 
administrator or where other full-timeor part-time staff positions are filled. 
Owner includes any individualor organization with an equity interestin the 
facilityoperationandanymember of suchindividual's f e including 
spouse's family Owner also includes allpartners andall stockholders in the 
facility operation and partners and stockholders anof organizations that have 
equity interest in the facility. 

7. Non-AllowableCosts 

Baddebt,charity,penaltiesandfines,andcourtesyallowances are 
included as allowable costs. Other itemsof expense maybe specified in the 
State Agency regulationsasnon-allowable costs. 

8. Purchases fiomRelated companiesor Organizations 

All related companiesor organizations involved in any financial transactions 
with the facilitymust be identified on the cost report. Detailed data must be 
available in the facility records that describe the nature and extent of such 
business transactions. 
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Costforpurchases of anyitemsorservicesfiomrelatedcompanies or 
organizationswill be allowedat the actual of providing the serviceor the 
price of comparable service purchased elsewhere, whicheveris less. 

9. RateDetermination - ICF/MR 

Individual facility clientspeciiic rates are establishedon a prospectivebasis, 
considering cost to be expected and allowable during the rate period. The 
rate is@subject to retrospective revision.Thisdoes not exclude corrections 
for errors or omissions of data, or reconciliation of audit findings relatedto 
falsification of data or overstatement of costs. The basic vehicle for arriving 
ateachfacility’srate is the uniform FinancialandStatisticalReportfor 
Behavioral Health Facilities and acuity levelof residents. 

The cost report is subject to desk review and then converted to cost per 
patient day. An inflation adjustment willbe made to the rate for each rate 
period. The State willprovide for periodic re-basing of rates based on the 
most recent cost report filings. 

10. Cost of Capital 

Capital costs willbe determined on a facility-by-facilitybasis applying the 
Standard Appraised Value (SAV) methodology. Capital costswill be updated 
effective October1st of each year. 

a. capitalizationRule 

A capitalization rate is established to reflect the current SAV of the 
real property and specialized equipment. anThis overall rate includes 
interest rate for land, building and equipment, and an allowance for 
return on equity investmentin the land, building and equipment. 

The Bandof Investment approachis used to blend the allowable costs 
of mortgage money (fixed income capital) and the allowable of 
equity money (venture income capital) and the allowable cost of 
equity money (venture rateor equity capital) that produces ato reflect 
current money values in the mortgage market at the timeof original 
indebtedness. This band of investment sets a 75:25 debt-service to 
equity ratio. 
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The interest rate for the mortgage component is based on the Baa 
State and Local (Baa), plus2 points (notto exceed 14%), current at 
the timeof the facility original indebtedness, modifiedby the useof 
the constant annualpercent for nonprofit facilities. 

The yieldon equity allowance (for proprietaryfacilities is based on 

theaverageUnitedStatesLong-TermCompositeRate(USLT) 

current at the time of facility original indebtedness. The yield on 

appreciation is based ontheaverageUnitedStatesLong-Term 

Composite Rate (USLT) allowable during the cost reporting period. 


b.AllowanceCaDital 

For proprietary ICF/MR facilities the capital allowance day patient 
is determined by applying the capitalizationrate for the mortgage and 
equity componentto the valuation of the facility determinedby the 
Standard Appraised Value (SAV) methodology, and by applying the 
appreciation factorto the accumulated appreciationasdetermined by 
the Standard Appraised Value (SAV) methodology. For non-profit 
facilities,thecapitalallowance is determinedbyapplyingthe 
capitalization rate for the mortgage componentto the valuationof the 

determinedthe Appraisedfacility by Standard Value (SAV) 
methodology. 

11. InflationFactor 

M e r  combining the various components, a factor is assigned to allowable 
costs (excluding capitalcosts) asa projectionof inflation during the next rate­
setting cycle.In setting an inflation factor, changes in industry wage rates and 
supply costs are comparedwith the Consumer Price Index (CPI). 

The amount of change experienced during the reporting periodor the CPI 
becomes the inflation factor applied to the next rate setting period. The 
inflation factor, once set for a givenrate period, maybe adjusted periodically 
as it represents a reasonable expection for cost increases. 

Indicators used for tracing economic changes and trends include: 
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1. Annual CostReporting 

The average per patient day costof service is compared to the cost 
incurred in providing the same services in the prior cost reporting 
period. The percentageof change is then expressedasan increaseor 
decrease in the costfiom the prior period. 

2. regulatory Costs 

Regulatory costs, suchasminimumwage increase, FICA increase, and 
Worker’s Compensation changesmay be considered asa component 
of the inflation factor. 

3. NationalData 

The Consumer Price Index (CPI) correspondingto the most current 
cost reporting periodis analyzed and compared with state experience. 

IV.InventoryforClientandAgency Planning (ICAP) 

The Inventory for Client and Planning (ICAP) is a comprehensive, structured 
instrument designed to assess the status, adaptive functioning, and service needs of 
clients. The ICAP provides the meansto collect individual and aggregate information 
across a number of areas essential for evaluating clients and services. The ICAP 
records descriptive information, diagnostic status, functionallimitations, adaptive 
behavior skills, problem behaviors, residential placement, habilitation and supportive 
services, and social, leisure, and daytime activities for individual clients.Its primary 
purpose is to aidinscreening,monitoring,managing,planning,andevaluating 
services for handicapped, disabled, and elderly people. 

ICAPinformation is recorded in a16-pagebookIetthatprovidesarecord of 
diagnostic status, functional limitations, adaptive behavior, problem behavior, and 
service status and needs. A respondent who sees the client on a day-to-day basis 
completes an initial ICAP. The initial ICAP is followed by a quarterly ICAP. The 
quarterly ICAPis followed by an ICAPto be completed on the client’s anniversary 
date. If there is a significant change in the client’s condition a new ICAP may be 
warranted. If no significant changes are noted during a client’s stay, an ICAPwiU 
only be completed on the client’s anniversary date. 
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Based on the ICAPscorea clientmay fall into oneof four (4) possible levelsof care. 
The 4 reimbursement levelsare Intermittent, Limited, Extensive, and Pervasive. With 
Intermittentbeingthelowestlevel of needed care for low intensity clients and 
Pervasive being the highest levelof needed care for high intensity clients. For a client 
to f d  into the Intermittent levelof care an ICAP score of seventy (70) or greater is 
required. A client with Limited levelof care needs requires an ICAP score between 
forty (40) and sixty-nine (69). A client with Extensiveof care needs requiresan 
ICAP score between twenty(20) and thirty-nine(39). A client requiring Pervasive 
care needswill score between one(1) and nineteen(19) onthe ICAP. 

The ICAP score directly affects the reimbursement levelof each client. The Direct 
Care portionofthe reimbursementrate is adjustedto reflect thestaffinglevels needed 
to care for the ICAP level of the client,of the client. The higher the intensity needs 
the greater the reimbursement. 

V. ReviewAdministrative 

Proceduresto be followed for administrative review and evidentiary hearings related 
to the per diem rate established for facility reimbursementare found in Chapter700, 
Long-Term Care Regulations. 

VI.Audits 

Department staffwill perform a desk reviewof cost reports prior to rate setting, and 
willconduct on-site auditsof facility records periodically. 

A.Review 

Financial and statistical reports submitted by the participating facilitieswillbe 
subjected to desk reviews and analysis for rate setting within 60 days of 
receipt. Incomplete and inaccurate costreports are not accepted. 

B. Audit 

Periodicon-siteaudits of thefinancialandstatisticalrecord of each 
participating facilitywillbe conducted to assure the validityofreported costs 
and statisticaldata. Facilities must maintain records to support all costs 
submitted on the Financial and Statistical Report, and all data to support 
payroll and census reports. 
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These records mustbe maintained at the facilityor be made available at the 
facilityforreviewbyDepartment staff for auditpurposes upon notice. 
Records foundto be incomplete or missing at the timeof the scheduled on­
site review mustbe delivered to the Department within15 days. Costs found 
to be unsubstantiated willbe disallowed, and consideredasan overpayment. 

C. RecordRetention 

Audit reports willbe maintained by the agency for five years followingdate 
of completion. 

D. Creditsand adjustments 

The Statewillaccount for and return the Federal portionof all overpayments 
to CMS (Center for Medicare and Medicaid Servicesof the Departmentof 
Health & Human Services) in accordance with the applicable Federal Laws 
and regulations. 

VII. Leave of Absence Policy for ICFMR 

Reimbursementisgenerallylimited to the actual days in thefacility.However, 
payment may be authorized to reserve a certified bed when the IFC/MR residentis 
absent for temporary periods, for home or trial visitsto other facilities and other 
therapeutic purposes. Payment for days of authorized shall be at thefull rate 
of the facility’s approved default per diem (not adjusted foracuity). A day of absence 
fiom the ICF/MRis defined asan absence when the resident spends a night away fiom 
the facility. 
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A. MedicalLeavesofAbsence 

Reimbursement willbe paid for anICFMR resident who must be transferred 
to an inpatient hospital for care and treatment that can onlybe provided on an 
inpatient basis. 

The maximumbed reservation for such authorized medical absencesshall be 
limited to 14 consecutive days, provided the residentis scheduledto return to 
the ICFMR facility following dischargefiom thehospital. If the bedis used 
during the client’s absence for emergencyor respite care, it willin no way 
jeopardize or delay the return of the hospitalized resident to the facility. 
However, such short-termuseof the bed is not acceptableand the facility will 
count these days in additionto reservation days in reporting the total census. 

B. Non-MedicalLeaves of Absence 

Reimbursementwillbe paidto an ICFMR facility for a non-medical leaveof 
absence for therapeutic home visits and for trial to other facilities. Such 
visits are encouraged, and the policiesof the ICFh4R should facilitaterather 
than inhibit such absences. Non-medical absencesshall be initiated aspart of 
theresident’sindividualplan of care at the request of theresident, his 
parent(s), or his guardian with the approval of the QMRP. The Medicaid 
agency will pay to reserve a bed for up to 21 days per calendar year for a 
resident residing in an ICF/MR when the resident is absent for therapeutic 
home visitsor for trial visitsto another community residentialkility. If the 
resident’sbed is usedduringtheindividual‘sabsencefor short-term 
emergency or respite care - which in no way would jeopardizeor delay the 
resident’s returnto the ICF/MR- no additional paymentis allowed for such 
short-term use of the bed for emergency or respite care. The facility will 
count these days in addition to bed reservation days in reporting the total 
census. 
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